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CORPORATE PROFILE 
Sunfire Energy Corporation is an Alberta based company engaged in the exploration, 
development and production of crude oil and natural gas. 


The Company presently confines its exploration and development activities to a limited 
number of areas in Alberta where it has developed expertise. 


The Company’s primary objective is to build shareholder value through the discovery, 
development and acquisition of crude oil and natural gas. 


The Company is headquartered in Calgary and its common shares are listed on The 
Alberta Stock Exchange under the trading symbol SFE.A. 
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ANNUAL GENERAL MEETING 


Shareholders are invited to attend the Annual 
General Meeting of the Corporation which will 
be held at The Westin Hotel, 320 - 4th Avenue 
S.W., Calgary, Alberta on January 14, 1999 at 
3:00 p.m. 


HIGHLIGHTS 


FINANCIAL 
YEARS ENDED JULY 31 1998 1997 
$ $ 

Gross Revenue, less royalties 1,082,795 1,228,107 
Cash flow from Operations 699,506 740,034 

Per Share * 0.139 0.176 
Net income 130,547 205,545 

Per Share * 0.026 0.049 
Capital Expenditures 1,362,485 1,292,274 
Working Capital (Deficiency) 228,026 (443,976) 
Shareholders’ Equity 6,287,139 5,953,932 
Number of Common Shares Outstanding 5,491,090 4,206,090 


* Based upon the weighted average number of common shares outstanding during the fiscal year, namely 
1998 - 5,034,528; 1997 — 4,206,090. 


OPERATIONS 

YEARS ENDED JULY 31 1998 1997 
Production 

Crude Oil (Bbls/d) 10 34 

Natural Gas (Mcf/d) 1233 1,038 
Reserves - Proven & Probable (net of royalties) 

Crude Oil (Mbls) 1 209 

Natural Gas (Mmcf) 5,383 5,645 
Present Value of Reserves 

(discounted at 15% before taxes) $3,809,000 $4,962,000 
Undeveloped Land Holdings 

Gross Acres 71,436 66,934 

Net Acres 32,714 24,540 

ABBREVIATIONS 


Bbls Barrels 
Bbls/d barrels per day 
Mbls Thousand of barrels 


Mcf Thousand cubic feet 

Mcf/d Thousand cubic feet per day 
Mmcf million cubic feet 

ARTC Alberta Royalty Tax Credit 
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PRESIDENT'S MESSAGE 


The year ending July 31, 1998 was a year of change for Sunfire. Although the financial and operational 
results were similar to the previous year, there were several organizational changes made. John Westlake 
decided to pursue other opportunities and resigned as President of the company on May 1, 1998. 
Fortunately, John is still available to Sunfire as a geophysical consultant and a member of the Board of 
Directors. Peter Goodman, Lionel Singleton and Christian Lemmer resigned from the Board and were 
replaced by Bill Stedman, President of Pembina Pipeline Income Fund, and Doug Mitchell, (Chairman of 
Sunfire), Managing Partner at Howard Mackie. Sunfire is very fortunate to be able to add two high quality 
individuals such as Messrs. Stedman and Mitchell to the Board. Subsequent to year-end we added two 
professionals to our team. Russ Feschuk, Manager, Engineering, has over 17 years of industry experience 
and Gordon Turner, Manager, Exploration, has over 20 years of geological experience. 


Sunfire also changed the commodity mix by selling our major oil property and we now obtain 99% of our 
revenue from natural gas. The sale of the Bruderheim and Ronalane oil properties resulted in a 40% 
reduction in operating costs from $0.56 to $0.34/Mcfe and a decline in oil volumes from 34 to 10 Bbl/d. 


The company's operational results were similar to the previous year in terms of gas volumes, capital 
spending, G & A expenses and cash flow. The exit rate on July 31, 1998 was 1.4 Mmcf/d. The company 
drilled 5 wells (1.4 net) resulting in 3 successful gas wells which were put on production prior to year-end. 


OUTLOOK 


The future for Sunfire looks very promising. We have a strong balance sheet, a solid production base 
consisting entirely of natural gas, over 32,000 net acres of undeveloped land, a very large (3,800 miles) 
seismic data base and an excellent management team. Subsequent to year-end we have; completed a 
drilling program resulting in four successful gas wells, closed two strategic property acquisitions and 
recompleted several wells. As a result of this activity we expect production rates to be above 3 Mmcf/d by 
the end of 1998. We have fixed gas prices at $2.56/Mcf on a portion of our gas sales for the contract year 
starting November 1, 1998. The rising prices for natural gas and increasing production rates will 
significantly increase Sunfire's cash flow. 


For the first time in several decades, the supply/demand fundamentals associated with gas production in the 
Western Canadian basin appear to favor the producer and should continue to do so for several years. We 
expect that the combination of increased pipeline capacity and decreasing gas deliverability to provide 
strong natural gas prices in Western Canada. 


Our strategy for the future is as follows: 


e Continue to exploit the existing core production area at Thorhild via drilling, recompletions and 
production optimization 

e Develop our extensive undeveloped land base through drilling and farm-outs 

e Establish other core production areas by purchasing producing properties or other oil and gas 
companies 


We believe that there will be a significant number of acquisition opportunities available in the near future 
and we are very well positioned to take advantage of those opportunities. Ultimately, our goal is to enhance 
shareholder value and all of our decisions will be made with that goal in mind. 


I would like to thank John Westlake for his contribution to Sunfire and for creating a company that is well 
positioned for future growth. I would also like to thank Messrs. Goodman, Lemmer and Singleton for the 
contribution they made as Board members. Finally, I would like to thank the other stakeholders of Sunfire - 
shareholders, directors, employees and contractors for their support during the past year. 


Névember 30, 1998 
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OPERATIONS REVIEW 


DRILLING 


During the year ended July 31, 1998, the Company participated with an average 28% working interest in the 
drilling of 5 wells with the following results: 


Drilling Activity in the Year 
ended July 31 


1998 1997 
GROSS NET GROSS NET 


EXPLORATION 


Oil 
Gas 
Dry 


DEVELOPMENT 


Oil 
Gas 
Dry 


TOTAL 


A well was drilled at Morinville, at no cost to the Company, under a farmout agreement with industry 
partners. This well was completed as a Leduc oil well. The Company has a royalty interest which is 
convertable to a 27.5% working interest after payout of the well expenses from net revenue. 


LAND HOLDINGS 


In the reporting year, the Company spent $230,192 for the acquisition of 14,723 gross (11,063 net) acres of 
petroleum and natural gas rights from freehold owners and at Alberta Crown land sales. The average cost 
of the land acquisitions was $21 per acre. The majority of this land was located in existing core areas. 


Land Summary at July 31, 1998 
(all lands are located in Alberta) 


GROSS ACRES NET ACRES ROYALTY ACRES 
UNDEVELOPED 71,436 32,714 960 
DEVELOPED 29,600 7,892 7,760 


101,036 40,606 8,720 
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PETROLEUM AND NATURAL GAS RESERVES 


The Company’s reserves were estimated as at August 1, 1998, by the independent petroleum engineering 
firm of Martin Petroleum & Associates Ltd. of Calgary. The volumes and estimated present value of the 
Company’s proved and probable reserves, as determined by Martin, are shown in the following table. The 
values are forecast after the payment of operating expenses, capital costs and royalties, but prior to the 
payment of income taxes and indirect costs such as general and administrative expenses. 


PETROLEUM AND NATURAL GAS RESERVES AND NET PRE-TAX CASH FLOWS 
(Based on Escalating Price Assumptions) 


Present worth of future net 


Corporation’s interest in reserves pre-tax cash flows 
Crude Oil Natural Gas Discounted at 
& NGLs 
(Mbls) (MMcf) 0% 10% 15% 20% 
Gross Net Gross Net (thousands of $) 
Proved 
Producing 1 bs f5eo45 2,871 6,182 2,508 2,054 = 1,766 
Non-producing 0 OQ 2222673 2,241 6,136 1,623 1,173 932 
Total Proved 1 12> 63018 Os Le 12,318 4,131 3,227> 25698 
Probable Additional 0 0 638 542 1,067 522 399 316 
Total before ARTC 1 1 6,656 5,654 13,385 4,653 3,626 3,014 
ARTC 970 476 406 361 
Less risking of 
Probable Additional 0 0 319 DLT 580 289 222 178 
TOTAL 1 1 = 6,337 5.383 13,775 4,840 3,809 3,197 


The estimate of future net revenue is based on the following price forecast prepared by Martin: 


Alberta Spot PanAlberta 


($/Mcf) $/Mc 
1998 1.85 1.95 
1999 1.95 2.05 
2000 2.10 2.10 
2001 225 DS 
2002 2.40 2.40 


MARKETING 


Sunfire’s natural gas production is currently sold to PanAlberta and the spot market. We have been 
negotiating fixed price contracts in order to reduce the commodity price risk associated with property 
acquisitions and drilling programs. For the year ending July 31, 1998 we had 700 Mcf/d fixed at $2.06 
/Mcf (at AECO) Subsequent to year-end we have fixed 1200 Mcf/d at an average of $2.98/Mcf for the 
winter and $2.52/Mcf for the remainder of the contract year April to October 1999. We intend to continue 
to fix prices assuming gas prices remain strong. 


PRODUCTION 


During the fiscal year ended July 31, 1998, the Company’s daily average natural gas production increased 
by 19% to 1,233 Mcf/d from 1,038 Mcf/d in the prior year. The majority of the increase in volume resulted 
from tieing in new wells and re-completing of existing wells at Thorhild. The Company’s net crude oil 
production declined to 10 Bbls per day as compared to 34 Bbls per day in the prior year due to the sale of 
the Company’s oil properties. 
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PROPERTY REVIEW 
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PRODUCING PROPERTY 


THORHILD 


All of Sunfire's production comes from Thorhild which is located 70 kilometres North of Edmonton. 
Sunfire's share of production is 1.3 Mmcf/d (Nov. 1998) with an average working interest of 20%. The 
majority of our production is company operated and we have a working interest in 2 gas plants - one of 
which is operated by Sunfire. We currently have spare capacity at our plant which will allow us to bring on 
incremental production prior to the end of December 1998. 


A total of 4 wells (0.8 net) were drilled in the year resulting in 3 successful wells, which were put on 
production during the year. The large inventory of undeveloped land combined with under-utilized 


infrastructure and low operating costs (34¢/Mcf) create a large number of future development opportunities. 
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Subsequent to year-end (July 31, 1998) we have accomplished the following: 


e Drilled and completed 4 wells 

e Completed 2 shut-in gas wells 

e Recompleted 2 existing wells 

e Closed two acquisitions which will increase our average working interest to 40% from 20% 
e Increased our land position by 4,000 net acres to 17,000 net acres 


We expect to be producing in excess of 3 Mmcf/d by the end of December 1998, and are currently planning 
another drilling program for the first quarter of 1999, 
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PRINCIPAL EXPLORATION AREAS 


FORT SASKATCHEWAN 


Sunfire has an average working interest of 80% in 7,000 acres of undeveloped land at Fort Saskatchewan. 
The area is potentially prospective in the Ellerslie, Lower Mannville, Glauconite and Viking zones. We 
have identified several seismic anomalies and are considering a drilling program in the first quarter of 1999. 


BRUDERHEIM 


Sunfire has.an average working interest of 45% in 7,000 acres of undeveloped land at Bruderheim. The 
prospective geological horizons are similar to Fort Saskatchewan and several locations have been identified 
with drilling contemplated for the first half of 1999. 


MORINVILLE 


Sunfire has an average working interest of 55% in 7,000 acres of undeveloped lands. The principal 
geological targets are Leduc and Basal Quartz. A 3D seismic program is required to fully evaluate the 
Leduc prospect. A seismic program is being considered for the first half of 1999. Sunfire participated in 
one exploratory well during the year which resulted in a dry hole and farmed-out a second exploration well 
which resulted in an oil well. Sunfire receives an 8.25% royalty until payout and will have a 27.5% 
working interest after payout. 
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MORINVILLE - FT. SASKATCHEWAN - BRUDERHEIM AREAS 


ea COMPANY WORKING INTEREST LANDS 


SPRINGBURN / DAWSON 


Sunfire currently has a 15% interest in 8,800 acres and 52% interest in 1,600 acres of undeveloped land in 
this area. In February, 1998, a third party drilled and completed an oil well directly offsetting our acreage 
which is currently producing 220 Bbls/d of Slave Point oil. We are currently contemplating a pooling 
agreement with our partners and intend to shoot a 3D seismic program over the pooled acreage this winter. 
Our pooled interest in the lands will be approximately 20%. 


SEDALIA 


The Company has a 44% average working interest in 5,700 acres of undeveloped land. The lands are 
potentially prospective in the Belly River, Basal Colorado and Glauconite zones. We intend to formulate a 
development plan for this acreage in the first quarter of 1999. 


RAINBOW 


Sunfire has an average 40% working interest in 3,000 acres of undeveloped land. A 3D seismic program 
was shot over two sections by a third party. The seismic information suggests the presence of a Keg River 
reef anomaly. We have been discussing the opportunity with a number of industry participants which may 
result in a well being drilled this winter. 


JOFFRE 


We have recently completed a seismic program over a portion of our Joffre acreage. Sunfire has an interest 
in a total of 1,440 acres in the area. The new seismic data indicates a promising anomaly on the lands 
(48.75% working interest). 
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MANAGEMENT?’S DISCUSSION AND ANALYSIS 
REVENUE 


Total revenue for the fiscal year ended July 31, 1998, was $1,072,615 compared with $1,203,400 in the 
prior year. The revenue drop was primarily a result of the property divestments. Total revenue includes 
seismic sale revenue of $91,227 and overhead recoveries of $58,258. The natural gas sales price decreased 
to $2.03 per Mcf from $2.10 per Mcf in the prior year. The continued decline in international crude oil 
prices reduced the wellhead price received by the Company for the sale of crude oil by 30% to an average 
of $19.65 per Bbl. For the year, the share of total production revenue provided by natural gas sales was 
93% and by oil, 7%. 


OPERATING EXPENSES 


On an oil equivalent basis (BOE), utilizing 10 Mcf = 1 BOE, production costs decreased by 40% from 
$5.60 to $3.40 per BOE due to the divestment of high operating cost oil properties. 


GENERAL AND ADMINISTRATIVE EXPENSES 


Costs associated with G & A were $212,901 ($4.32/BOE) and an additional $121,922 was capitalized. We 
expect G&A costs per unit of production to be decreasing as production increases. 


DEPLETION AND DEPRECIATION 


The depletion costs have increased by $124,116 (30%) this year due to a reduction in the reserve base 
caused by the sale of the oil properties. 


CASH FLOW 


Cash flow was down 6% at $699,506 from $740,034 due to the divestment of oil production. Netbacks, 
after royalties and operating costs, for natural gas remained unchanged from the previous year at $1.38 per 
Mcf, while the netback for crude oil decreased to $17.04 per Bbl from $18.11 per Bbl due to lower oil 
prices. The sale of the oil production and the other minor properties generated a recovery of $529,300. In 
addition, 1,285,000 shares were issued during the year by a flow-through share issue, a private placement 
and the exercising of options for a total net consideration of $805,681. The funds generated from the above 
activities were applied to capital expenditures of $1,362,485. 


CAPITAL EXPENDITURES 


The capital expenditures were distributed as follows: 


1998 rye 
Land 357,141 445,321 
Seismic 190,944 263,699 
Drilling 595,875 412,381 
Facilities 192,995 131,469 
Other 25,530 39,404 
TOTAL 1,362,485 1,292,274 


WORKING CAPITAL 


At year end the Company had significantly improved the working capital position. At year-end we had a 
positive working capital balance of $228,026 as compared to a negative balance of $443,976 the previous 
year. 
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MANAGEMENT?’S REPORT 


The accompanying consolidated financial statements are the responsibility of management and have been 
prepared in accordance with accounting principles generally accepted in Canada. 


Management acknowledges responsibility for the integrity of the consolidated financial statements and all 
other financial information in this annual report. Where appropriate, management has made informed 
judgements and estimates in accounting for transactions which affect the current accounting period but 
cannot be finalized with certainty until future periods. Company policies and procedures have been 
implemented to reasonably ensure that transactions are appropriately authorized, assets are safeguarded 
from loss and financial records are properly maintained. To further minimize risk, management maintains 
adequate systems of internal control. 


The Board of Directors is responsible for ensuring that management fulfils its responsibilities for financial 
reporting and has appointed an Audit Committee. This committee, consisting of a majority of non- 
management directors, meets with management and external auditors to ensure that each group is properly 
discharging its responsibilities and to discuss internal control, accounting policies and financial reporting 
matters. The Audit Committee has reviewed the consolidated financial statements and has reported thereon 
to the Board of Directors. The Board of Directors has approved the consolidated financial statements for 
issuance to the Shareholders. 


P.W. Goodman 
Secretary Treasurer 


AUDITORS' REPORT 
To the Shareholders of Sunfire Energy Corporation 


We have audited the consolidated balance sheets of Sunfire Energy Corporation as at July 31, 1998 and 
1997 and the consolidated statements of operations and changes in financial position for the years then 
ended. These financial statements are the responsibility of the company's management. Our responsibility 
is to express an opinion on these financial statements based on our audit. 


We have conducted our audit in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements 
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the company as at July 31, 1998 and 1997 and the results of its operations and the changes in its 
financial position for the years then ended in accordance with generally accepted accounting principles. 


Calgary, Canada CHARTERED ACCOUNTANTS 
October 14, 1998 ‘ 


Abul 


SUNFIRE ENERGY CORPORATION 
CONSOLIDATED BALANCE SHEET 
JULY 31, 1998 AND 1997 


1998 1997 
a Te OTRS BN Pas IS OAS 
ASSETS 
CURRENT ASSETS 
Cash 324,446 8,032 
Receivables 544,583 883,433 
Prepaid expenses 4,291 2,768 
873,320 894,233 
CAPITAL ASSETS (note 2) 6,690,737 6,586,812 
7,564,057 7,481,045 
LIABILITIES 

CURRENT LIABILITIES 
Bank indebtedness (Note 3) “ 18,825 
Payables and accruals 645,294 1,319,384 
645,294 1,338,209 
PROVISION FOR FUTURE SITE RESTORATION 90,024 77,204 
DEFERRED INCOME TAXES (Note 5) 541,600 511,700 
1,276,918 927-413 

SHAREHOLDERS' EQUITY 

SHARE CAPITAL (Note 4) | 4,668,177 4,065,517 
RETAINED EARNINGS 1,618,962 1,488,415 
6,287,139 55533932 
7,564,057 7,481,045 


Approved by the Bofrd: 


DOUGLAS MITCHELL, Chairman 


. vp AY" LD 
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é MME: Director 


See accompanying notes 
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SUNFIRE ENERGY CORPORATION 


CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS 
YEARS ENDED JULY 31, 1998 AND 1997 


1998 1997 
Shee ee Pa ee ee 
REVENUE 
Petroleum and natural gas sales 1,072,615 1,203,400 
Less Royalties and tax credits (139,311) (172,395) 
933,304 1,031,005 
Interest and other income 149,491 FO 7102 
1,082,795 1,228,107 
EXPENSES 
General and administrative 212,901 206,898 
Well operating expenses 174,152 282,585 
Depletion 535,295 411,179 
922,348 900,662 
INCOME BEFORE TAXES 160,447 327,445 
DEFERRED INCOME TAXES (Note 5) 29,900 121,900 
NET INCOME FOR YEAR 130,547 205,545 
RETAINED EARNINGS BEGINNING OF YEAR 1,488,415 = 1,282,870 
RETAINED EARNINGS END OF YEAR 1,618,962 1,488,415 
NET INCOME PER SHARE 
Basic 2.6¢ 4.9¢ 
Average common shares outstanding 5,034,528 4,206,090 


See accompanying notes 
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SUNFIRE ENERGY CORPORATION 
CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
YEARS ENDED JULY 31, 1998 AND 1997 


1998 1997 
ceili LACT tae ear 
CASH DERIVED FROM (APPLIED TO): 
OPERATING ACTIVITIES 
Net income for year 130,547 205,545 
Add adjustments to operations not involving cash 
Amortization and depletion 539,059 412,589 
Deferred income taxes 29,900 121,900 
* — 699,506 740,034 
Changes in other working capital elements (336,763) PSIGEUS) 
362,743 933-399 
FINANCING ACTIVITIES 
Share capital issued 839,500 - 
Share issue costs (33,819) - 
805,681 - 
INVESTING ACTIVITIES 
Expenditures on o1] and gas properties and equipment (1,362,485) § (1,292,274) 
Proceeds from sales of o1l and gas properties 529,300 298,770 
(833,185) (993,504) 
NET INCREASE (DECREASE) IN CASH DURING YEAR 335,239 (55,145) 
CASH (DEFICIENCY) BEGINNING OF YEAR (10,793) 44,352 
CASH (DEFICIENCY) END OF YEAR 324,446 (10,793) 
COMPONENTS OF CASH (DEFICIENCY) 
Cash 324,446 8,032 
Bank indebtedness - (18,825) 
324,446 (10,793) 
CASH FLOW FROM OPERATIONS PER SHARE ‘ 13.9¢ 17.6¢ 


see accompanying notes 
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SUNFIRE ENERGY CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
JULY 31, 1998 


The company is engaged primarily in the exploration for and production of petroleum and natural gas in 


Alberta. 


1. SIGNIFICANT ACCOUNTING POLICIES 


a. 


Principles of consolidation 


The consolidated financial statements include the accounts of the company and its wholly- 
owned subsidiary Freeman Energy Ltd. All material intercompany balances, transactions and 
profits have been eliminated. 


Joint venture activities 


Substantially all of the company's exploration and production activities are conducted jointly 
with others and the accounts reflect only the company's proportionate interest in such activities. 


Capital assets 
Oil and gas property and equipment 


The company follows the full cost method of accounting for oil and gas operations whereby all 
costs associated with the acquisition of, exploration for, and development of oil and gas reserves 
are capitalized. Such amounts include lease acquisition, geological and geophysical exploration, 
carrying charges for unproved properties, costs of drilling both productive and non-productive 
wells, and administrative overhead related to exploration and development activities. Proceeds . 
from the disposition of properties are normally applied as a reduction of capitalized costs except 
to significant disposals for which a gain or loss is included in operations. 


Depletion and amortization of these costs, including provision for future site restoration and 
abandonment expenditures, is provided using the unit-of-production method based upon proved 
reserves, with gas and oil converted to energy equivalent units. The costs of significant 
unevaluated properties are not included in the base. 


Capitalized costs of oil and gas assets are subject to a ceiling test calculation whereby the 
carrying value is limited to the future net revenue from production of proved reserves based on 
current prices, costs, and the value of unproven properties at the lower of cost or net realizable 
value. 


Furniture and office equipment 
Furniture and office equipment is recorded at cost and amortized using the declining balance 


method at the following annual rates: Furniture - 20%, Computer equipment - 30%, Computer 
software - 100% 


1. 
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SIGNIFICANT ACCOUNTING POLICIES (cont’d) 


d. 


Future site restoration and abandonment 


Estimated future costs of restoring oil and gas properties are estimated each year by management 
based on current regulations, technology and industry standards. The annual provision is 
included in depletion expense and actual site restoration and abandonment costs are charged to 
the accumulated provision account as incurred. 


Flow-through shares 


The resource expenditure deductions related to exploration and development activities, funded 
by flow-through share arrangements, are renounced to investors in accordance with current tax 
legislation. Funds expended are capitalized and cash received from subscribers recorded as 
share capital net of the estimated income tax benefits renounced. 


Financial instruments 


The company periodically utilizes certain financial instruments to hedge its exposure to 
commodity price fluctuations on a portion of its crude oil and natural gas production. Gains and 
losses on these transactions are reported as adjustments to revenue when the related production 
is sold. 


Per share data 


Cash flow from operations and net income per share are calculated based on the weighted 
average number of shares outstanding during the year. There would be no significant dilutive 
effect as a result of the share options or warrants being exercised. 


Measurement uncertainty and the use of estimates 


The amounts recorded for depletion and amortization of property and equipment and the 
provision for future site restoration costs are based on estimates. The ceiling test calculation is 
based on estimates of proved reserves, production rates, oil and natural gas prices, future costs 


and other relevant assumptions. The preparation of financial statements also requires 


management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities at the date of the consolidated financial statements and the reported amounts of 
revenues and expenses during the reporting period. These estimates are subject to measurement 
uncertainty. Actual results could differ from and affect the results reported in these 
consolidated financial statements. — 


The Year 2000 Issue 


The Y2K Issue arises because many computerized systems use two digits rather than four to 
identify a year. Date-sensitive systems may recognize the year 2000 as 1900 or some other 
date, resulting in errors when information using year 2000 dates is processed. In addition, 
similar problems may arise in some systems which use certain dates in 1999 to represent 
something other than a date. The effects of the Y2K Issue may be experienced before, on, or 
after January 1, 2000, and, if not addressed, the impact on operations and financial reporting 
may range from minor errors to significant systems failure which could affect an entity’s 
ability to conduct normal business operations. It is not possible to be certain that all aspects 
of the Y2K Issue affecting the entity, including those related to the efforts of customers, 
suppliers, or other third parties, will be fully resolved. 
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2. CAPITAL ASSETS 


1998 1997 
Bisbee ei seek each La: es 
Petroleum and natural gas properties and equipment 10,024,897 9,419,925 
Furniture and office equipment 58,319 ie ha) 8 
10,083,216 9,453,052 
Less accumulated depletion and amortization (3,392,479) (2,866,240) 


6,690,737 6,586,812 


Unevaluated properties with a cost of $1,118,128 (1997 - $951,204) included in petroleum and natural 
gas properties, have not been subject to depletion. Administrative overhead capitalized during the 
year amounted to $121,922 (1997.- $75,756). 


3. BANK INDEBTEDNESS 


The company has a line of credit available to $1,100,000 (1997 - $600,000) with interest at prime 
bank lending rate plus 1/2% which is supported by assignments of book debts, general security 
agreement, and a demand debenture. 


4. SHARE CAPITAL 
a. Authorized 


Unlimited number of Class A voting common shares 
Unlimited number of Class B non-voting common shares 
Unlimited number of Class C, D and E preferred shares 


b. Issued Number of Amount 
Class A shares Shares $ 
Balance July 31, 1997 and 1996 4,206,090 4,065,517 

Issue of flow-through shares 700,000 455,000 — 
Share issue costs - (33,819) 
Estimated tax benefits renounced - (203,021) 
Issue of shares on private placement 500,000 325,000 
Issue of shares on exercise of stock options 85,000 59,500 
Balance July 31, 1998 5,491,090 4,668,177 


c. Flow-through shares 


On August 5, 1997, the company completed the private placement of 700,000 flow-through Class 
A common shares at $0.65 per share. The paid up amount for flow-through shares and the cost of 
petroleum and natural gas properties was reduced by the estimated amount of the tax benefits 
renounced. 


d. Stock Options 


Under an incentive stock option plan, the company has granted 460,000 stock options to directors 
and employees of the company. Of these, 385,000 are exercisable at $0.70 per Class A common 
share and 75,000 are exercisable at $ 1.10. The options will expire at various times to July 29, 
2003. 
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e. Warrants 


In connection with a private placement undertaken by the company on April 30, 1998, the company 
issued 500,000 warrants. Each warrant entitles the holder to purchase one Class A common share 
at $0.70 per share on or before April 30, 2000. 


INCOME TAXES 
1998 1997 
ulin iol ote eei ee eee 
Income before income taxes 160,447 327,445 
Expected taxes at combined federal and provincial statutory 
rates of approximately 44.6% 71,600 146,100 
Increase (decrease) resulting from: 
Non-deductible Crown charges 47,700 49,800 
Alberta Royalty Tax Credits (33,500) (31,200) 
Federal resource allowance (21,300) (35,900) 
Other (34,600) (6,900) 
Deferred income taxes 29,900 121,900 


The company has approximately $5,043,000 of income tax pools available to offset future taxable 
income. 


FINANCIAL INSTRUMENTS 


Fair value 


The fair value of cash, receivables, payables and accruals are assumed to approximate their 
carrying amounts because of their short term maturity. 


Credit risk 


A substantial portion of the company’s receivables are with customers and joint venture partners in 
the petroleum and natural gas industry and are subject to normal industry credit risks. 


COMMITMENTS AND SUBSEQUENT EVENTS 


Subsequent to the year end, the company purchased certain interests in non-producing properties for 
$200,000. 


On August 1, 1997 the company entered into a lease agreement for office premises requiring 
minimum annual lease payments in 1999 of $15,870 and $16,480 to expiry date July 31, 2000. 


\F 


a 
4 


‘ple 
Cee Vd 


Haree Lave 


ah 
Po te 


pay 


CORPORATE INFORMATION 


DIRECTORS 


* Geoffrey C. Merritt 
Calgary, Alberta 
President of the Corporation 


* Roderick Campbell 
Calgary, Alberta 
President of Contact Exploration Inc. 


John M. Westlake 
Calgary, Alberta 
President of Harlech Exploration Ltd. 


Douglas H. Mitchell 

Calgary, Alberta 

Managing Partner of Howard, Mackie 
Barristers & Solicitors 


* William R. Stedman 
Calgary, Alberta 
President & C.E.O. of Pembina Pipeline 
Income Fund 


* Member of Audit Committee 


AUDITORS 
Henrickson & Shannon 
Calgary, Alberta 
BANKERS 


Hongkong Bank of Canada 
Calgary, Alberta 


EVALUATION ENGINEERS 


Martin Petroleum & Associates 
Calgary, Alberta 


LEGAL COUNSEL 
Howard, Mackie 
Barristers and Solicitors 
Calgary, Alberta 
Parken & Company 


Corporate Counsel 
Calgary, Alberta 


STOCK EXCHANGE LISTING 


The Alberta Stock Exchange 
Trading Symbol SFE.A 


SUBSIDIARY COMPANY 


Freeman Energy Ltd. 
Calgary, Alberta 


TRANSFER AGENT AND 
REGISTRAR 


Montreal Trust 
Calgary, Alberta 


CORPORATE AND 
REGISTERED OFFICE 


550, 700 - 6th Ave. S.W. 
Calgary, Alberta T2P OT8 
Telephone: (403) 290-1785 


SUNFIRE ENERGY CORPORATION 
550, 700 - 6th Ave. S.W. 
Calgary, Alberta 
T2P OT8 


Telephone: (403) 290-1785 
Facsimile: (403) 269-4349 
email: sunfire@cadvision.com 


